SECTION 3 


CASH MANAGEMENT AND INVESTMENT 
POLICY 





NALEDI LOCAL M UNICIPALITY 


Council resolves to adopt the following proposal as the Cash Management and Investment Policy of 
the Naledi Local M unicipality 








Policy effective date: [30 May 2012] 
Approved date: [29 May 2012] 


Resolution: [141/2012] 
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INTRODUCTION 


Section 13 of the Local Government: Municipal Finance Management Act, 2003 (No. 56 of 
2003) determines municipality must establish an appropriate and effective cash management 
and investment policy in accordance with any other framework that may be prescribed by the 
Minister, acting with the concurrence of the Cabinet member responsible for local 
government. 


Councillors and officials, as trustees of public funds have an obligation to ensure cash 
resources are managed as effectively, efficiently and economically possible. They have a 
responsibility to invest public funds with great care and is accountable to the community in 
this regard. 


The investment policy is aimed at gaining the highest possible return without undue risk during 
those periods when surplus cash is not needed. In this regard, it is essential to have an 
effective cash management system. Legislation must be adhered to at all times. Where this 
policy is contrary to legislation, legislation will override this policy. It is an explicit responsibility 
of the Municipal M anager to immediately bring such conflicts to the attention of the Council 
once he or she is aware of such conflicts and to propose changes to this Policy to eliminate 
such conflicts 


DEFINITIONS 


“Accounting Officer” - The Municipal M anager 

“Act” - The Municipal Finance Management Act No. 56 of 2003. 

“Bank” - An institution registered in terms of the Banks Act 1990. 

“Chief Financial Officer” - The person appointed by the Council as Chief Financial Officer and 
includes any person acting in that position or to whom authority is delegated. 

“Council” - The municipal council, as referred to in section 157 of the Constitution of the 
Republic of South Africa (Act 108 of 1996), of the Naledi Local Municipality 

“Head of Department” - An official appointed by the Council to manage a directorate of the 
municipality. 

“Investment” - Placing a deposit of funds of a municipality with a financial institution 
“Investee” - means an institution with which an investment is placed, or its agent; 

“MEC” - Is an acronym meaning the Member of the Council responsible for local government 
affairs. 

“Minister” - The Minister of Finance 

“Municipality” - Means the Naledi Local Municipality 

“Municipal Manager” - The person appointed by the Council as Municipal M anager and 
includes any person acting in that position or to whom authority is delegated. 
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SCOPE OF THE POLICY 
This policy deals with: 


3.1. Responsibility/ Accountability 

3.2. Objective 

3.3. Cash Management Policy 

3.4. Investment Policy 

3.5. Interest On Investments And Bank Balances 
3.6. Annual Review Of The Policy 

3.7. Delegation Of Powers 

3.8. Implementation Of This Policy 


RESPONSIBLITY/ ACCOUNTABILITY 


4.1. The Municipal Manager as the Accounting Officer of the municipality is responsible for 
cash and investment management. 

4.2. The Municipal Council must approve a policy directing procedures, processes and 
systems required to ensure effective and efficient management of cash and 
investments. 


OBJECTIVE 
Effective and efficient cash and investment management includes: 


5.1. Accurately forecasting the municipalities cash flow requirements that will maintain 
adequate liquidity to meet cash flow needs 

5.2. To maximize returns from authorized investments, consistent with the secondary 
objective of minimizing risk: 

5.3. To ensure compliance with all legislation governing the investment of funds. 

5.4. To undertake the investment of funds not immediately required for operational 
purposes in a prudent financial manner. 

5.5. To ensure diversification of permitted investments 

5.6. Recognising time value of money 

5.7. Avoiding bank overdrafts 


CASH MANAGEMENT POLICY 


6.1. General Policy 


Adequate and efficient cash management is one of the main functions of the M unicipal 
Manager, but he or she may delegate this function to the Chief Financial Officer. It is 
imperative that a cash management plan be established and adhered to at all times. 
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6.2. Bank Accounts 

The Naledi Local Municipality operates one primary bank account for its day to day 

operational activity requirements. All monies due to and due by the municipality 

emanating from municipal activities must pass through this primary account. 

e Authorised Signatories for cheques and Electronic Transfers (EFT’s) 

The Municipal Manager and Chief Financial Officer are authorized at all times to 
sign cheques and any other documentation associated with the management of 
such accounts. The Municipal Manager, in consultation with the Chief Financial 
Officer, is authorised to appoint two or more additional signatories in respect of 
such accounts, and to amend such appointments from time to time. The list of 
current signatories shall be reported to the Council or Mayor, as the case may be, 
on a monthly basis, as part of the report dealing with the municipality’s bank 
accounts. 
6.3. Cash Collections 

e All monies due to the municipality must be collected as soon as possible, either on 
or immediately after due date, and banked on a daily basis. 

e The support of and commitment to the municipality’s credit control policy, both by 
the council and the municipality's officials, is an integral part of proper cash 
collections, and by approving the present policy the council pledges itself to such 
support and commitment. 

6.4. Bank Procedures 

e Cash Receipts 
Cash Receipts must be reconciled on a daily basis to the system and approved 
by a delegated person. 
Cash Receipts must be banked on a daily basis. 

e Direct Deposits 
Direct deposits must be summarised on a daily basis and reconciled to the 
relevant account. 

e Reconciliations 

A bank reconciliation must be performed on a monthly basis and approved by 
the Chief Financial Officer. 

INVESTM ENT POLICY 

7.1. General Policy 


7.2. 


7.3. 
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Generally the Municipal Manager will invest surplus funds with deposit taking 
institutions registered in terms of the Bank’s Act, 1990 (Act 94 of 1990) for terms not 
exceeding one year in anticipation of cash flow expectations. From time to time, with 
prior Mayoral Committee approval, investments can exceed 1 [one] year and be made 
at other institutions/instruments as approved in the National Treasury regulations from 
time to time. 


Investment Ethics 


e The Municipal Manager is ultimately responsible for the investment of funds but 
may delegate this function to the Chief Financial Officer. 

e If so delegated, the Chief Financial Officer is responsible for investing the surplus 
revenues of the municipality, and shall manage such investments in consultation 
with the Mayor and in compliance with any policy directives formulated by the 
council and prescriptions made by the Minister of Finance. 

e In making such investments the Chief Financial Officer, shall at all times have only 
the best considerations of the municipality in mind, and, except for the outcome of 
the consultation process with the Mayor shall not accede to any influence by or 
interference from councillors, investment agents or institutions or any other 
outside parties. 

e Under no circumstances may he/she be forced or bribed into making an 
investment. 

e No member of staff may accept any gift unless that gift can be deemed so small 
that it would not have an influence on his/her work or was not intended to do so, 
and can merely be seen as goodwill. 

e Financial institutions invested in, must be registered in terms of the Banks Act, 
1990 (Act No 94 of 1990) and approved as a financial institutions by the Reserve 
Bank of South Africa. 


Investment Principles 


e Limiting Exposure 
- Where large sums of money are available for investment the delegated 
person shall ensure that they are invested with more than one institution, 
wherever practicable, in order to limit the risk exposure of the municipality. 
Furthermore as far as it is practically and legally possible, the municipality's 
investments are so distributed that more than one investment category is 
covered (Call, money market and fixed deposits). 


e Risk and Return 
Although the objective in making investments on behalf of the municipality 
shall always be to obtain the best interest rate on offer, this consideration 
must be tempered by the degree of risk involved in regard to both the 
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financial institution and the investment instrument concerned. No investment 
shall be made with an institution where the degree of risk is perceived to be 
higher than the average risk associated with investment institutions. Deposits 
shall be made only with registered deposit-taking institutions. 


Payment of Commission 


Every financial institution with which the municipality makes an investment 
must issue a certificate to the municipality in regard to such investment, 
stating that such financial institution has not paid and will not pay any 
commission and has not and will not grant any other benefit to any party for 
obtaining such investment. 


Prohibited Investments 


A municipality may make an investment only if the investment is 
denominated in Rand and is not indexed to, or affected by, fluctuations in the 
value of the Rand against any foreign currency. 


Other External Investments 


From time to time it may be in the best interests of the municipality to make 
longer-term investments in secure stock issued by the national government, 
Eskom or any other reputable parasitical or institution, or by another 
reputable municipality. In such cases the Municipal Manager of Chief 
Financial Officer(if so delegated), must be guided by the best rates of interest 
pertaining to the specific type of investment, which the municipality requires, 
and to the best and most secure instrument available at the time. 

No investment with a tenure exceeding twelve months shall be made without 
the prior approval of the Mayor and without guidance having been sought 
from the municipality's bankers or other credible investment advisers on the 
security and financial implications of the investment concerned. 


Cash flow Estimates 


Before money can be invested, the Municipal Manager or Chief Financial Officer (if 
delegated to do so) must determine whether there will be surplus funds available for 
the term of the investment. In order to be able to make investments for any fixed term, 


it is essential that cash flow estimates be drawn up. 


e =Annual Estimate of municipal cash flows 


The Chief Financial Officer shall prepare an annual estimate of the 
municipality's cash flows divided into calendar months, and shall update this 
estimate on a weekly basis. The estimate shall indicate when and for what 
periods and amounts surplus revenues may be invested, when and for what 
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amounts investments will have to be liquidated, and when - if applicable - 
either long-term or short-term debt must be incurred. 

Heads of departments shall in this regard furnish the Chief Financial Officer 
with all such information as is required, timeously and in the format 
indicated. 


Report to Mayor and council 


The Chief Financial Officer shall report to the Mayor, as the case may be, ona 
monthly basis and to every ordinary council meeting the cash flow estimate 
or revised estimate for such month or reporting period respectively, together 
with the actual cash flows for the month or period concerned, and 
cumulatively to date, as well as the estimates or revised estimates of the cash 
flows for the remaining months of the financial year, aggregated into quarters 
where appropriate. 

The cash flow estimates shall be divided into calendar months, and in 
reporting the Chief Financial Officer shall provide comments or explanations 
in regard to any significant cash flow deviation in any calendar month forming 
part of such report. Such report shall also indicate any movements in respect 
of the municipality's investments, together with appropriate details of the 
investments concerned. 


Investment Procedures 


After determining whether there is cash available for investment and fixing the 
maximum term of investment, the way in which the investments are made must be 


considered. 


e = Short-term investments 


Quotations should be obtained from a minimum of three financial 
institutions (local banks), for the term of which the funds will be invested. 
Should one of the institutions offer a better rate for a term, other than what 
the municipality had in mind, the other institutions which were approached, 
should also be asked to quote a rate for the other term. 

Quotations should be obtained in writing. 

Quotations from institutions must include the following:- 

a) Name of institution; 


b) Name of person quoting rates; 

c) Period of the investment; 

d) Relevant conditions; and 

e) Other facts, such as interest payable monthly or on maturation date. 
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Once the required number of quotes has been obtained, a decision must be 
taken regarding the best terms offered and the institution with which funds 
are going to be invested. 

The best offer must under normal circumstances be accepted, with thorough 
consideration of investment principles. 

No attempt must be made to make institutions compete with each other as 
far as their rates and terms are concerned. 

The investment capital must only be paid over to the institution with which it 
is to be invested and not to an agent or third party. 

The financial institution where the investment is made must issue a 
confirmation stating the details of the investments. 

The investment document, if issued, must be a genuine document and issued 
by the approved institution. 

The financial institution, where the investment is made, must issue a 
certificate for each investment made stating that no commission has, nor will, 
be paid to any agent or third party, or to any person nominated by the agent 
or third party. 

The municipality must be given a monthly report on all investments. 
Information must be obtained on the creditworthiness of financial 
institutions. This must be obtained and analysed annually. 


Long-term investments 


Written quotations must be obtained for all investments made for periods 
longer than twelve months. 

The municipal council must approve all investments made for periods longer 
than twelve months after considering the cash requirement for the next three 
years. 

The municipality must within 30 days after an investment with a term of 12 
months or longer has been made, publish in a local newspaper in circulation 
within its area of jurisdiction, full details of any investments so made. 


Withdrawals 


All investment amounts withdrawn and not to be reinvested at the same 
institution at the time of withdrawal, shall be paid into the primary bank 
account. 

All interest shall be paid into the primary bank account at the time of 
withdrawal of an investment, irrespective of the capital being reinvested. 

All withdrawals must be approved by the Chief Financial Officer. 


Reporting Requirements 
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The accounting officer of a municipality or municipal entity must within 10 
working days of the end of each month, as part of the section 71 report 
required by the Act, submit to the mayor of the municipality a report 
describing in accordance with GRAP the investment portfolio of that 
municipality as at the end of the month. 

The report must set out at least: 

a) Market value of each investment as at the beginning of the 


b) Reporting period; 

c) Any changes to the investment portfolio during the reporting period; 
d) The market value of each investment as at the end of the reporting 
e) period; and 

f) Fully accrued interest and yield for the reporting period. 


7.6. Control Over Investments 


e An investment register should be kept of all investments made. The following 

information must be recorded: 
Name of institution; 
Capital invested; 
Date invested; 
Interest rate; 
Maturation date; 
Interest received; 
Capital repaid; and 
Balance invested 
If the investment is liquidated at a date other than the maturity date, such 
date shall be indicated. 

e All interest and capital properly due to the municipality must be timeously 
received. Appropriate steps muto be taken if interest or capital is not fully or 
timeously received. 

e The investment register and accounting records must be reconciled on a monthly 
basis. 

e Investment documents and certificates, if issued, must be kept in a safe place with 
segregated control over the access to such safe, or are otherwise lodged for 
safekeeping with the municipality's bankers or attorneys. 


8. INTEREST ON INVESTM ENTS AND BANK BALANCES 


8.1. The interest accrued on all the municipality’s investments will, in compliance with the 
requirements of GRAP, be recorded as interest received in the statement of financial 
performance. 

8.2. Accrued interest (interest not yet paid by the institution) must be calculated at year-end 
and recorded in the accounting records. 
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ANNUAL REVIEW OF THE POLICY 


The policy must be reviewed by the Municipal M anager on an annual basis to ensure 
compliance with all laws and regulations. If amendments are made the updated policy must be 
approved by way of council resolution. 


DELEGATION OF POWERS 


This policy should be applied with due observance of the Municipality’s policy with regard to 
delegated powers. Such delegations refer to delegations between the Council and Municipal 
Manager as well as between the Municipal Manager and other responsible officials. All 
delegations in terms of this policy document should be recorded in writing. 


IM PLEM ENTATION OF THIS POLICY 


This policy will be effective from the date the policy is approved per council resolution. The 
implementation of this policy cannot be backdated and all sections thereof will only be 
implemented from date of approval. 
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